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INDEPENDENT AUDITORS’ REPORT 
 
 
 
June 27, 2005 
 
 
 
 
Village Council 
Village of Shelby 
Shelby, Michigan 
 
We have audited the accompanying financial statements of the governmental activities, the business-type 
activities and each major fund of the Village of Shelby as of and for the year ended February 28, 2005, 
which collectively comprise the Village of Shelby's basic financial statements as listed in the table of 
contents.  These financial statements are the responsibility of the Village of Shelby's management.  Our 
responsibility is to express an opinion of these financial statements based on our audit. 
 
We conducted our audit in accordance with auditing standards generally accepted in the United States of 
America.  Those standards require that we plan and perform the audit to obtain reasonable assurance 
about whether the financial statements are free of material misstatement.  An audit includes examining, 
on a test basis, evidence supporting the amounts and disclosures in the financial statements.  An audit also 
includes assessing the accounting principles used and significant estimates made by management, as well 
as evaluating the overall financial statement presentation.  We believe that our audit provides a reasonable 
basis for our opinion. 
 
In our opinion, the financial statements referred to above present fairly, in all material respects, the 
respective financial position of the governmental activities, the business-type activities and each major 
fund of the Village of Shelby, as of February 28, 2005, and the respective changes in financial position, 
where applicable, thereof for the year then ended in conformity with accounting principles generally 
accepted in the United States of America. 
 
As described in Note A, the Village of Shelby has implemented a new financial reporting model, as 
required by the provisions of GASB Statement No. 34, Basic Financial Statements—and Management’s 
Discussion and Analysis—for State and Local Governments, as of February 28, 2005. 
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The managements’ discussion and analysis and budgetary comparison information on pages i through viii 
and 26 through 29, are not a required part of the basic financial statement but are supplementary 
information required by accounting principles generally accepted in the United States of America.  We 
have applied certain limited procedures, which consisted principally of inquiries of management 
regarding the methods of measurement and presentation of the supplementary information.  However, we 
did not audit the information and express no opinion on it. 
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June 27, 2005 
 
 
Village Council 
Village of Shelby 
Shelby, Michigan 
 
 
In planning and performing our audit of the financial statements of the Village of Shelby for the 
year ended February 28, 2005, we considered its internal control in order to determine our 
auditing procedures for the purpose of expressing our opinion on the financial statements and not 
to provide assurance on the internal control.  However, we noted certain matters involving 
internal control and its operation that we consider to be reportable conditions under standards 
established by the American Institute of Certified Public Accountants.  Reportable conditions 
involve matters coming to our attention relating to significant deficiencies in the design or 
operation of the internal control that, in our judgment, could adversely affect the Village of 
Shelby’s ability to initiate, record, process, and report financial data consistent with the assertions 
of management in the financial statements.  We have attached a summary of such reportable 
conditions. 

A material weakness is a reportable condition in which the design or operation of one or more of 
the internal control components does not reduce to a relatively low level the risk that errors or 
fraud in amounts that would be material in relation to the financial statements being audited may 
occur and not be detected within a timely period by employees in the normal course of 
performing their assigned functions. 

Our consideration of internal control would not necessarily disclose all matters in internal control 
that might be reportable conditions and, accordingly, would not necessarily disclose all 
reportable conditions that are also considered to be material weaknesses as defined above.  
However, none of the reportable conditions described above is believed to be a material 
weakness. 

This report is intended solely for the information of the Village Council, management, and 
federal awarding agencies and pass-through entities and is not intended to be and should not be 
used by anyone other than these specified parties. 
 
 



 

 

REPORTABLE CONDITIONS 
 
 
Recommendation 1: The internal control procedures should be further segregated within the 

utility record keeping function. 
 
During our review of the internal controls, we noted that the clerk maintains numerous 
responsibilities within the utility record keeping function, among them processing utility billings, 
cash receipts, subsidiary ledger postings and general ledger journal entries to record the revenues.  
The maintenance of these responsibilities by one individual provides the opportunity for errors 
and misappropriations of funds to go undetected. 
 
The Village should continue using its current accounting system, but seek opportunities to further 
segregate duties and strengthen internal controls.  The implementation of an array of segregated 
duties, including review and approval procedures by the Village Council and bookkeeper, could 
reduce the opportunity for errors and misappropriations of funds to go undetected. 
 
 
 
Recommendation 2: The compensated absence policy should be adhered to. 
 
During our audit, we noted that the written policy for accruing compensated absences was not 
being adhered to.  Hours were allowed to carry over for one year longer than the written policy 
reflected. 
 
The Village should follow the written employee handbook when allowing compensated absence 
time to accrue. 




